
The Honorable A.G. Kewamura, Secretary 
L California Department of Food and Agriculture 

1220 N .Street 
Sacramento, CA 95814 i 

Dear Secretary Kawamura: 

Dairy Institute of Califoxnia is requesting that the Department call a hearing to consider chanas 
to the Class 1 prinlng formullas in Northern and Southern California. Dairy Institute of California 
is a trade association representing, over 70 percent of the fluid milk, cultured milk products, and 

\ frmm dairy products processed in the state. The attached extracts of the Stabilization and 
Marketing Plans for Market Mk for the Northern and Southern California Marketing Areas 
contain proposed changes to Class 1 pricing formul,~~ and compris~ Dairy Institute's petition for 
thil hearing. This hearing is being requested pursuant to Divisibn 21, Part 3, Chapter 2, Article 4 
through Article 9 d the Food and Agnculturzil Code, including Sections 6 189 1 through 62079. 

Resxsons whv chanerles are needed: 

Dairy Institute's membeis believe that an adjustment to Class 1 prices is necessary to ensure that 
bulk milk produced by California producers remains competitive with milk suppued by 
produoers from outside the stab. Cment1y, a producer from outsid8 California has an incentive 
to ship milk to a California processor if the price he receives for his mi& is water than his local 
"blmb' milk pPibe plus the additional cbst of shipping milk to a California plant. Likewise, a 
California processor has an economic incentive to procure milk from outside the statc when fie 
price it ie charged is less than the applicable Csliforniti Class I. pxicc for its plant. Plants fn 
Southem California have an especially atmng incentive to procure milk from outside the state 
because of the close proximity of the Arizona.,mik supply, much of which is located in Maximpa 
County, and because of the relatively lower blend price, as compared to California's Class 1 
price, paid to producers in Arizona, 
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Based on CDFA and USDA data, the diffmncs between the Sduthem California Class 1 price 
and thc Arizona blend price averaged $1.677 per hundredweight during the January 2000 to July 
2004 period, Dairy Institute has estimated the incrsmental cost of hauling milk from Marimpa 
County, Arizona to the heclomst California Class 1 plants in Riverside, California to be 
appmximately 77.2 cents per hundredweight. Therefore, plantn in Southern California have as 
much as a 90.5 cents per hundndweight incentive to procure out-of-state milk for their plank 
Likewise, Arizona producers oould e m  ap much as 90.5 cents per hundredwight m m  for 
shipping bulk milk to California rather than to their local plant. 

This incentive for out-of-state bulk milk to move to California Class 1 plants must be eliminetsd 
if California producers an to continue benefiting from the hipher-valued Class I market. A 
reduction in the Class 1 price i s  likewise ncccssary to improve the competiWe position of 
Califonria processors with respect to an unregulated Clas~ 1 processw located outside the atate. 
This processor is s e h g  packaged milk products in California and utilizing his lower raw milk 
cost to take business away from Cdifda-based processors who must pay a higher, regulated 
price for their milk 

Dairy Institute proposes that the Como&ty Reference Price (CRP) adjuster employed in the 
calculation of the Class 1 solids nor fat and.fluid canier prices be changed from it$ nurent lvalue 
of +$0,464 per hundredweight to a new value of - $0.441 per hundredweight. Them changes 
should be made to both the Northern (Plan 44) and Southern (Plan 59) Cdfornia Stabilization 
and Marketing Plans. The propoaed changes will make California-produced bulk milk 
competitive with out-of-state bulk milk and will help California's produ&rs retain this highly 
valuable market, 

Dairy Institute request6 that a hearing to considcr our patition be called ao that any changes 
resulting from the hearing could be implemented as soon ae possible. 

David &.an 
Kelly Krug 



Gouthsm California Stabilization and Marketing Plan (Plan 59), Propoeed Changes: . 
Article UX 

Class Prices 

Section 300.0. The minimum class prices fmr the milb fat and skim milk components of 
market milk, ma;rket cream, and market skim milk f.0.b. the pool plant or noipool plant located 
within this Mahting Area whcn the milk was first received from producers, shall be as follows: 

(A)The minimum monthly prices for components used for Class 1 shall be. determined prior to the 
beginning of each month, using the fallowing formulas and procedures, except as such fomuIas 
and praceduns may be modified by Paragraph (H) of this Section: 

(1) For all milk fat, not less than the price per pound computed by the formula using the butter 
price determined pursuant to Subparagraph (A)@) of this Section, less a butter adjuster of 
ten cants ($0.10), and the rssult multiplied by a yieIcl factor of 1.2. 

(2) For all milk solids-not-fat, not less than the price p a  pound computed by the formula using 
the Commodity Reference price per hundredweight determined pursuant to Subparagraph 
(A)(4) of this Section, . &m f4lly fow and one 
tenth emfs (SO.*41), ~ d e t e r r n i n e d  pursuant to 
Subparagraph (A)(1) of this Section, all multiplied by 0,76 and divided by 8.7. 

(3) For dl fluid canim, not less than the price per pound domputed by the formula using the 
Commodity Reference price per hunciredweight rle,tennincd pursuant to Subpna~aph (A)(4) 
of this Section, C-"---.-.'+# f o e  flow a ~ d  one tenth 
can& ($0.##1), lcss 3.5 timw the fat price per pound determined pursuant to Subpmagraph 
(A)(l) af this Section, dl multiplied by 0.24 and divided by 87.8. 



Northern &Mwnia Stabilization and Marketing Plan (Plan 44), Proposed Changeti: 

Article 111 

Class Prices 

Section 300.0. The minimum class prices for the milk fat and skim milk oompwents of 
market milk, market cream, and market skim milk f.o.b, the pool plant or nmpool plant located 
within this Marketing Area where the milk was first received from producers, shall be as follows: 

(B) The minimum monthly prices for components used for CLass 1 shall be determind prior to the 
beginning of aach month, using the following formulas and procedures, except as such Fwmul8s 
and procedure8 may be modifiul by Paragraph (H) of this Section: 

(1) For all milk fat, not less than the price per pound computed by the formula using the butter 
priw detumined pursuant to Subparagraph (A)@) of thie Saction, less a butter adjuster of 
ten cents ($0.10), and the result multiplied by a yield factor of 1.2. 

(2) For al l  milk solids-not-fat, not less than the price p a  pound computed by ths fonnula using 
the Comm~dity Refmnce price pa hundredweight determined pursuant to Subpiiragraph 
(A)(4) of this Section, 0 lms f̂ n-~r&v fmr lLRd one 
tenth oe& ($0;#l), less 3.5 times the fat price pcr pound determined pursuant to 
Subparagr~ph (A)(l) of t h i 8  Section, all multiplied by 0.76 and divided by 8.7. 

(3) For dl fluid carrier, not less than the price per pound computed by the famula using the 
Commodity Merence Price per hundredweight &tmmined pursuant to Subparagraph 
(A)(4) of this Section, less for@ four and one 
tenth oents ($0.441), less 3.5 times the fat price per pound determined pulrnrant to 
Subparagraph (A)(l) of this Scctim all multiplied by 0.24 and divided by 87.8, and then 
$0.003 1 per pound subtracted from the reeult. 


